During the nineties, Europe became a major recipient of FDI flows but Italian regions have been largely excluded from this process. Was it due to their characteristics, or were Italian regions 'doomed' by a negative country effect? In this paper we address this issue by estimating the determinants of multinational firms' location choices in 52 EU regions. We find that Italian regions indeed attracted significantly less than their observable potential, and that this could be explained by country-level characteristics. In particular, the efficiency of the bureaucratic apparatus and of the legal system seem to play a key role in explaining FDI flows, while, in presence of strong agglomeration forces, corporate and labour taxes do not seem to affect multinational firms' location choices. Furthermore, there is some evidence that institutional characteristics have asymmetric effects, as they affect more FDI in Italy's Mezzogiorno than in the rest of the country.
Introduction
Foreign direct investments (FDI) in Europe have grown substantially over the last decade, but Italian regions accounted for a very small portion of such increase. This finding rises two questions: i) why did Italian regions attract such a low number of foreign investors?; ii) was it a regional or a country problem?
One explanation for this pattern could be that the characteristics of Italian regions were not attractive to foreign multinationals. In other words, Italian regions might have a low potential to attract FDI so that they have indeed received the 'right' amount of investments given their observable characteristics. This line of reasoning has been put forward in a recent study on the attractiveness of Italy to foreign multinationals, which highlighted that Italian regions and provinces score very low on all the main determinants of FDI attraction, relative to the leading European areas (Siemens-Ambrosetti, 2003) .
A different, although not alternative, explanation is that Italian regions might have been 'doomed' by sharing common national policies and institutions (such as tax regimes, efficiency of bureaucracy, degree of labour market regulation and effectiveness of the legal and property right protection system) which discouraged foreign firms to locate their plants in
Italy. This view follows a recent stream of cross-country studies which have addressed the role of institutional and policy characteristics as determinants of inward FDI (see, e.g., Nicoletti et al., 2003) .
1 Along these lines, a few recent surveys carried out among investors and opinion makers have suggested that Italy underperforms with respect to other EU countries in the characteristics of the labour market institutions, the quality and efficiency of the public administration and of the legal system, the fiscal burden on companies, and other national institutional aspects (Committeri, 2004; Business International, 2001) . Consistently, in a recent paper, Basile, Castellani and Zanfei (2003) have analyzed location choices of multinational firms in EU regions and have found that profits foreign firms extract from their investments in Italian regions are positively correlated. One way to interpret this result is that a common element which affects the attractiveness of all Italian regions which they call the 'country effect'.
We use the number of new foreign affiliates, disaggregated by the 52 NUTS 1 regions of the 5 largest EU countries and by the 20 2-digits SIC industries, as a proxy for inward FDI in the 1991-1999 period to extend Basile et al. (2003) results. In particular, we contribute to the above discussion by addressing three questions. First, we model the potential attractiveness of EU regions in terms of their main observable characteristics and investigate whether Italian regions attract more or less than their potential. In other words, we ask whether a EU region with the same characteristics of an Italian region is likely to attract a different amount of FDI.
Second, we evaluate the impact of some national policy and institutional characteristics on the attractiveness of regions and we assess to what extent such factors help explaining the Italian specificity. Third, we will simulate the relative contribution of regional and national variables to FDI in Italian regions. This exercise helps us assessing to what extent the low attractiveness of Italian regions during the nineties was the result of specific regional characteristics or of countrywide factors. Our results suggest that indeed Italian regions are 'doomed' by a negative country effect which, according to some of our estimates reduces the attractiveness of Italian regions to foreign investors by some 40%. In other words, a region 'within the Italian borders' would attract 40% less multinational firms than a region with similar observable characteristics (i.e. a similar inward FDI potential) in any of the other 4
EU country in our sample. This lower attractiveness seems to be associated with some national institutional characteristics. In particular the efficiency of bureaucracy and the ability of the legal system to adequately enforce property rights play a key role in attracting FDI, while tax competition does not appear to be a very effective policy measure, in presence of significant agglomeration forces. However, national variables can have some asymmetric effect on Italian regions, and it seems that, for example, reducing corporate taxes, as well as the tax wedge on labour might have some positive impact on FDI, although limited to Southern regions. Finally, some simulations suggest that an increase in inward FDI could be achieved though policy intervention on some regional variables, but the order of magnitude of such effect seems much lower than the one obtained by removing the national 'dooming'
effect.
This paper is not the first one that analyses location choices of multinational firms in Italy.
Some other works have addressed the question of why some regions and provinces attract more FDI than other regions within Italy (Mariotti and Piscitello, 1995; Basile, 2002 and Bronzini, 2004) . However, in the present work we frame the choice of whether to locate in Italy in the broader context of locating in the EU. In other words, we model the decision process of a firm which plans to carry out some foreign production in Europe and has to choose the location of such an activity. This paper also relates to a number of works on cross-country determinants of FDI, which focus on the role of institutional characteristics and national policy, but are not able to assess the role of regional diversity within countries. The combined emphasis on national and regional determinants comes at the cost of a limited variety in country heterogeneity (relative to cross-country studies) and a more aggregated regional analysis (relative to single country location studies).
The rest of the paper is organized as follows. Section 2 describes the relative performance of Italian regions in attracting FDI in Europe, and reports new evidence in favour of the existence of a country effect which might have hindered new foreign entries in Italian regions. Section 3 focuses on the role played by national institutional characteristics, such as efficiency in public administration, labor market regulation, legal system and property right protection, as well as labor and corporate taxation, in determining such a country effect. In particular, we first provide a brief review of the literature on FDI and institutions; then, some descriptive evidence on the relative position of Italy in the characteristics of national policies and institutions is reported, and finally an econometric analysis of the impact of national policy variables on the location of foreign multinationals in EU regions is performed, stressing also the existence of regional asymmetric effects. Sections 4 illustrates the results of simulations where we investigate how much would FDI rise (or drop) should some characteristics of Italian regions reach the EU average. Section 5 concludes the paper.
Location of foreign multinationals in Europe: are Italian regions doomed?
During the nineties, the EU has attracted a large share of world's FDI flows, which accounted for a significant proportion of total investment in the area. (1991-1993, 1994-1996, 1997-1999) . Since the dependent variable is a count, varying across regions, sectors and time, we estimate our model as a negative binomial and we use random effect panel data techniques.
The role of regional characteristics in attracting FDI in EU regions
In Table 1 we first assess for the role of regional characteristics in attracting FDI in EU regions (column 1). The key variables that the literature suggests as the main determinants of location of foreign firms have the expected signs and are significantly different from zero (see the Appendix 1, Tables A.1 and Table A .2, for a list of variables, data sources, and descriptive statistics). In particular, regional market size and market potential (higher for regions which are close to large markets) have a strong impact on location, confirming the 'market access' hypothesis. Agglomeration economies, stemming from the overall number of firms and from foreign firms in a region-sector, have the expected positive and significant sign, whereby corroborating the prediction of New Economic Geography models. High wages seem to discourage FDI, while high R&D intensity and schooling rate attract foreign investors. The extent of transport infrastructures, which can be thought also as an indicator of regional policy (although not under complete control of regional institutions), is also an important determinant of location.
- Table 1 In other words, it could be that the lower attractiveness of Italian regions does not depend on some regional characteristics which are missing from our specification (e.g. the presence and effectiveness of investment promotion agencies), but on a country effect which depresses investment in all Italian regions.
Are Italian regions doomed?
In Table 1 we want to test the hypothesis that Italian regions are doomed by the fact of being located in Italy. We test this hypothesis by looking at the regional effect after controlling for the country effect. In other words, once controlled for the fact that 'being within the Italian borders' reduces the overall potential of a region, we ask whether Italian regions attract less than their counterparts with similar characteristics. Columns 4-8 suggest that once the fact that Italian regions are doomed is accounted for, Northern and Southern regions do not attract a significantly different number of investments as their observable characteristics would predict, Lombardy attracts even more than its observable potential and only in the case of Central regions we observe that the number of foreign investments is actually significantly lower than it would be expected from the regional potential.
In turn, this finding opens the question of why Italian regions are doomed and which country characteristics determine the overall lower attractiveness. Theoretical literature and previous surveys seem to point to the national institutional framework and country-level public policy.
The role of national institutions in MNCs' location choices

Institutions and FDI: theoretical and empirical background
Several cross-regional studies have investigated the role of regional policies in affecting location choices of multinational firms. In particular, this literature has emphasized the role of regional promotion incentives (such as financial, tax, and labor-promotion incentives) and of public infrastructures in affecting a foreign firm's cost function and thus its location decision. 4 On the contrary, due to the lack of data, these studies have disregarded the effect of national policies and national institutional settings on regions' performance in attracting foreign investors. However, it is well recognized that country specific policies and institutional factors can have important symmetric or even asymmetric effects on the regional distribution of FDI.
Conversely, the effect of national institutional variables on inward FDI has been widely analysed in cross-country studies, which recognise that the host-country institutions and policies affect the entry decision of multinational firms 5 . Following the existing literature, these variables can be grouped in six categories: 1) labour market arrangements, 2) corporate taxation, 3) bureaucratic efficiency and corruption, 4) legal system and intellectual property right protection, 5) product market regulation and 6) openness to FDI. However, as Nicoletti et al. (2003) point out, product market regulations that restrict competition and barriers to foreign investment in OECD countries are confined mainly to energy and marketable service industries. Since our study is restricted to manufacturing industries, we do not consider these particular institutional aspects in the following analysis.
1) Labour-market arrangements -A wide set of policies and institutions affect the functioning of the labour market impinging on FDI transactions. Generally speaking, empirical studies focus on the tightness of the employment protection legislation (EPL henceforth), the collective bargaining mechanisms, and the labour income taxation (typically, the tax wedge on labour). Görg (2002) , Gross and Ryan (2004) , Javorcik and Spatareanu (2005) , and Nicoletti et al. (2003) find empirical support to the idea that EPL and labour taxes adversely affect relative returns from investing in a country with a tight regulation, whereby discouraging FDIs. Lee (2003) observes, however, that the effects of EPL and labour income taxation on FDI may depend on the regime of industrial relations in place in each country.
2) Corporate taxation 6 -The corporate tax system has an obvious theoretical relation with inward FDI: higher tax rates increase the cost of doing business in a country, whereby reducing the attractiveness of such location. However, the empirical evidence on the impact of the corporate tax rate on inward FDI and foreign firms location choices is mixed (see, e.g., Devereux and Griffith, 1998, 2003; and Bénassy-Quéré et al., 2000) . In fact, a number of issues arise when estimating the effect of tax regimes on international investments. First, the correct measurement of the effective corporate tax rate is not trivial given available data;
second, tax schemes differ across countries (i.e. full credit vs. exemption schemes); third, firms might "accept higher taxes if they are associated with better infrastructures or public services" (Bénassy-Quéré et al., 2000, p. 7) , so that tax differences could not matter for location decisions if they simply balance differences in public goods; fourth, and foremost agglomeration forces make tax competition too costly because they can be counteracted only by very large differences in tax rates. In particular, as shown, among others, in Baldwin et al. (2003) and Baldwin and Krugman (2004) , agglomeration forces create quasi-rents that can be taxed without inducing delocation.
3) Corruption and bureaucratic efficiency -Corrupt behaviour among government officials is an informal institution that can arise when market economy institutions are underdeveloped, and produce high transaction costs that increase the MNE's costs of doing business in the host country. Such extra-costs decrease the expected profitability of an MNE direct investment and tend to deter foreign investors from starting production in the host country. Recent studies (Wei, 2000; Johnson and Dahlström, 2004) provide empirical evidence of a negative relationship between host-country corruption and FDI inflows.
Hakkala, Norback and Svaleryd (2003), however, observe that the effect of corruption may vary with the composition of the investment flows. A similar effect can be expected to stem from an inefficient bureaucracy. In fact, lengthy and sloppy bureaucratic procedures increase the cost of operating business, reducing the attractiveness of the country to foreign investors.
4) Legal system and intellectual property right protection -The relationship between
intellectual property rights protection and FDI is very complex. On the one hand, a weak protection increases the probability of imitation and thus it makes a host country less attractive for foreign investors. On the other hand, strong protection may shift the preference of MNEs from FDI towards licensing. Nicoletti et al. (2003) do not find a robust effect of the lack of intellectual property rights protection in the host country on FDI. However, this result might depend on the sample of countries used and on the sector analysed. Javorcik (2004) , for example, examines the impact of intellectual property protection on the volume of FDI using a firm-level data set from Eastern Europe and the former Soviet Union and demonstrates that weak protection deters foreign investors in technology-intensive sectors where intellectual property rights play an important role.
More generally, the extent to which a country can enforce property rights can be a key determinant of its attractiveness towards foreign investors. In fact, a strong IPR protection system needs to be implemented through an efficient legal system, which ensures that firms can have their contracts, trademarks and patents enforced without entering into exhausting trials lasting several years.
Overview of national institutions and policies in the 5 largest EU countries
Nicoletti (2002) observes that "Italy is an outlier among OECD economies when it comes to institutions" (p. 129). In particular, he emphasizes that product and labour markets are more regulated in Italy than in most of its trading partners, legal rules and their enforcement are relatively weak and that, at the same time, Italy shares broadly similar bargaining arrangements and social policies with many other European countries. He also argues that due to this situation, Italy has relatively little inflow of FDI.
In this paper, we aim at testing this prediction using data on country policy and institutional settings. The first issue that one needs to take into account when testing the impact of institutions and policies on economic performance is that reliable measures of such characteristics are not easy to find, due to the fact that most of them are not directly observable or are multifaceted concepts which can hardly be captured by a single indicator.
Furthermore, the fact that for the present analysis information over the past decade was required (at least three observations for each country over the nineties), a number of surveys which have been carried out only in recent years (such as data from the Economist
Intelligence Unit and some OECD data) cannot be used. However, we believe that we were able to collect rather reliable information from four authoritative sources such as the OECD for data on tax wedge on labour, IFS (Institute for Fiscal Studies) for data on the effective average corporate tax rate, IMD's World Competitiveness Yearbook for data on labour regulation (in particular, EPL) and on bureaucratic efficiency, and data from the Global Competitiveness Report (published by the Frazer Institute) on the legal system and the intellectual property right protection. Definitions of each variable are reported at the bottom of Table 2 , which provides an overview on the different institutional characteristics for the 5 countries in our sample.
- Table 2 about hereAlthough there are several dimensions to labour market arrangements (see Nicoletti, 2002, and Lee, 2003) , we focus on two specific items, namely the tax wedge on labour and the EPL, which several cross-country studies have shown to be the most important variables impinging inward FDI. Inspection of The IMD data on labour regulation confirm the commonly held view that there are substantial differences between EU economies in hiring and firing restrictions and, in general, in the EPL. To interpret these data, notice that the IMD variables are normalised and range from 0 to 10 and that higher values denote less restrictive legislations. Therefore, during the nineties the regulatory environment has been much less strict in the UK than in the other four European countries, while Italian and Spanish labour markets are characterised by the strongest employment protection. Furthermore, while Spain and the UK have improved their position over time, Italy, Germany, and France have scored lower levels during the last part of the nineties. As for Italy, Nicoletti (2002) also observes that while hiring and firing costs for temporary contracts have been partially reduced during the nineties, EPL for both permanent and fixed-term workers remained more restrictive than in the European average.
Differences in fiscal policies among EU countries are also quite remarkable. Table 2 reports IFS data on the effective average corporate tax rate proposed by . 7 It turns out rather clearly that Italy shares the highest tax rates with Germany but, while for this country a downward trend is observed, in the case of Italy taxes have been 7 Devereux and Griffith (1999) observed that the evaluation of the impact of fiscal policy on investment choices differ according to the type of investment decision considered. In the case of marginal investment choices (typically, how much to invest, given a diminishing expected return), the impact of tax policies must be measures by an effective marginal tax rate. In the case of discrete investment choices, such as the location decision of multinationals, the impact of tax policies must be measured by an effective average tax rate, which is shown to be equal to a weighted average of an effective marginal tax rate and an adjusted statutory tax rate, where the weights depend on the profitability of the investment .
rising over the first half of the decade. On the contrary, Spain have steadily reduced its effective average corporate tax rate.
As for bureaucratic efficiency, although important reforms have been carried out in Italy in the 90s in order to simplify the procedures of public administration, the international comparison based on IMD data confirms that this country scores very low along this dimension. Furthermore, while Spain and the UK show an improvement of their score during the period, Italy, France, and Germany scored a lower level 8 .
Finally, Table 1 reports data on the legal system and the intellectual property right protection extracted from the dataset compiled by the Frazer Institute. Like the IMD data, these data range from 0 to 10 and an increase of the indicator correspond to a higher protection. According to this source, Germany had the best legal system throughout the period, while France and the UK improved substantially from 1991 to 1997. On the contrary,
Italy and Spain scored rather low at the beginning of the nineties and do not show any significant improvement.
Summing up, Table 2 depicts a situation in which several Italian institutions and policies appear quite peculiar, confirming the conclusions of Nicoletti (2002) , which was confined to product and labour market institutions. In the following, we extend the econometric analysis of section 2 in order to assess to what extent this peculiar institutional and policy framework can explain the low performance of Italian regions in attracting foreign multinationals.
Furthermore, we will be able to investigate whether, once controlled for time invariant country characteristics, institutional and national policy change can explain the changing distribution of FDI flows across EU regions. Table 3 presents the results of 7 regressions, which build on the specification of column 3
The role of national institutions for MNCs location in EU regions: regression results
in Table 1 and aim at testing the impact of nation-wide policies and institutions on FDI.
- Table 3 about hereResults broadly support our prior on the impact of the different institutional characteristics on multinational firms' location choices. In particular, when we add our measures of national policy individually to the baseline specification of column 3 in Table 1 (in columns 9-13) we 8 It should be noted that 1991 data was missing and we had to estimate this value using 1994 data. This causes a substantially lower variability of this characteristic over time.
find that: higher taxes on labour and a tighter legislation on hiring and firing practices have a negative impact on FDI, whereas efficient bureaucracy and legal system attract foreign multinationals. Lower corporate taxes do not seem to be associated to a significant increase in foreign investments but, as we will show later in this section this might have to do with the fact the tax competition is less effective in presence of strong agglomerative forces.
More interestingly, for the purpose of this paper, the magnitude of the coefficient for the dummy identifying Italian regions drops when we control for the nature of the legal system and the tightness of labour regulations and becomes even not significantly different from zero when controlling for the efficiency of bureaucracy, suggesting that the various institutional characteristics capture at least part of the Italian specificity.
When we introduce the various country characteristics jointly (column 14), we find that also the combination of country characteristics capture the Italian specificity, but then only legal system and bureaucracy remain significant and with the expected sign. As a robustness check, in column 1 of Table 4 , we substitute the dummy for Italian regions with five dummies indicating the geographical area where each Italian region is located and find that, once controlled for national institutional characteristics, these indicators are not significantly different from zero. In other words, results are consistent with the idea that the lower number of foreign investments in Italian regions, relative to other European regions, has to do with the specificity in institutions and national policies. In particular, the efficiency of the bureaucratic apparatus and of the legal system turn out as two key determinants of attractiveness to foreign investors, and we support the idea that the relative gap of Italy in these dimensions has significantly discouraged multinationals from locating in Italian regions.
The fact that differences in labour and corporate taxes do not explain differences in inward FDI, might seem rather odd, given the importance that fiscal variables play in almost any country policy towards FDI. However, as reported in Benassy-Quere et al. (2003) existing evidence on the role of tax competition on FDI is rather mixed, and one recurrent explanation is that in presence of agglomeration forces only very large tax differentials provide the right incentive to delocalise economic activities. This finding is not new in the empirical literature (see, for example, Head, Ries and Swenson, 1999) and is in line with the theoretical predictions of some recent new economic geography models which cast some doubt on the traditional wisdom that producers should move to whichever country (region) has the lowest tax rates, and suggest that agglomeration forces create quasi-rents that can be taxed without inducing delocation (see, e.g., Baldwin et al. 2003; Baldwin and Krugman, 2004) . To test for this hypothesis, in column (15) of Table 3 we drop our two measures of agglomeration from the final specification. Results remain qualitatively similar for the regional variables:
although some coefficients change in magnitude, as they pick up some of the effects of agglomeration forces, the sign and significance are virtually unchanged. On the contrary, as concerns national policy and institutional characteristics, we observe that now both the corporate tax rate and the tax wedge on labour enter with a negative and very significant sign.
In other words, we support the hypothesis that, whenever agglomeration economies play a role in affecting firms' location decisions, tax competition is not the more effective policy measure to affect the attraction of multinational firms.
The asymmetric impact of institutions on laggard regions
The empirical results discussed above allowed us to identify some basic determinants of the weak capability of the Italian system to attract foreign investors and to answer the question of why Italian regions are doomed. However, those results are based on the presumption that national institutions and policies (namely, the tax regimes, the labour market regulation, the legal system and the bureaucratic efficiency) have a symmetric effect on all regions within each country. For instance, these results imply that lowering the corporate tax rate does not affect, on average, foreign firms' decision to invest in Italian regions, or that raising the quality of the legal system or bureaucracy affect homogenously the attractiveness of Northern and Southern areas of the country. However, these effects need not be symmetric across regions.
In fact, the issue of the regional asymmetric effect of national policies is widely discussed in the literature (e.g. Nicoletti, 2002) . The basic idea is that whenever significant regional imbalances within a country exists, such as in the Italian case, national policies and institutions, which tend to be designed around the characteristics of the median voter, can create different constraints for laggard regions. For instance, the (high) level of the tax wedge and degree of regulation on the labour market in Italy mainly reflects the economic conditions of the leading (Northern) regions and it is much more inadequate for the development conditions and the location disadvantages of Southern Italy. Similarly, setting a relatively high corporate tax rate across all regions might adversely affect laggard regions which can hardly compensate for this relative cost disadvantage with other locational characteristics. Therefore, we can expect that this situation tends to generate asymmetrical effects, i.e. to create a higher constraint for the regional attractiveness of external investments and, thus, for job creation in the South. The hypothesis of asymmetric effects can be put forward also for other national policy and institution, including bureaucratic efficiency and the legal system. It is indeed possible that an inefficient bureaucratic apparatus or a weak legal system affect more heavily the FDI attractiveness of a backward region than that of a leading region, just because the latter has some unobserved characteristics which partly compensate the countrywide institutional weakness.
We investigate whether institutional characteristics have asymmetric effects on Italian regions by augmenting the specification of column 1 in Table 4 with interaction terms between Italian regional dummies (Lombardy, the other North-Western regions, the NorthEast, the Centre and the South) and our five institutional/policy variables. These interactions should capture the extent to which national institutions have a different impact on the attractiveness of different regions. The main result of this analysis is that, while the high national corporate tax rate does not represent a common factor that helps explain the low attractiveness of Italy as a whole, it can be considered as a location constraint for the South of country. There is also some (less robust) evidence that a lower tax wedge on labour and a stronger legal system would benefit the South more than the rest of the country and that a weaker labour regulation would be less effective in Lombardia than in the other regions.
- Table 4 about here -
Simulating the impact of the Italian lag on inward FDI
The final step of our empirical investigation consists in some simulations on the impact that a change in the observable characteristics of Italian regions would have on their attractiveness. On the basis of the estimates from the regressions above, we compute how the predicted number of foreign investments in Italian regions would have changed if some of the regional characteristics had been set to the average level for the other four EU countries. This will provide a rough indication of what would be the impact of a policy intervention aimed at improving regional characteristics to EU standard. However, this exercise will also tell us something about the differential impact of regional vs. national policy. In fact, we know from Table 1 that, given observable regional characteristics, Italian regions attract 39% less than their potential. Therefore, this is our benchmark for the contribution of national characteristics to regional attractiveness. Assessing the contribution of regional characteristics will give us a rough indication of the extent to which the low level of FDI in Italian regions is due to the country effect or to the low regional potential. R&D activities, education and infrastructures. However, the magnitude of the increase in FDI from these policies turns out as relatively low if compared with the large negative impact of national characteristics.
- Table 5 about here -
Conclusions
This EU locations. Furthermore, our results support the hypothesis that under significant 9 Simulations have been computed by using the estimated coefficients of a random effect negative binomial regression of our FDI measure on regional and country characteristics, with sector dummies but without country dummies. Details on the methodology can be found in Appendix 2. Table 5 reports simulations for the main regional characteristics. Agglomeration and specialization variables have not been reported as they are regional/sectoral specific and aggregation across sectors posed some problems due to regions with very few FDI in a few sectors.
agglomeration economies, core countries can tax their industry at a higher rate than peripheral countries can, without letting the industry go. For example, the high Italian corporate tax rate cannot be considered as a "common factor" that help explain the low FDI attractiveness of the country as a whole. However, we also have econometric evidence that a high corporate tax rate may be a strong constraint for the Mezzogiorno of Italy while it has no effect for the rest of the country. In other words only the South would be advantaged from a reduction of the corporate tax rate.
This paper therefore suggests that Italian regions discount a strong negative effect stemming from the national institutional and policy framework. One of the implication of this result is that efforts made by regional institutions to improve the attractiveness of their area either by investing in enhancing observable characteristics, such as schooling, R&D investment, infrastructures and wages, or by improving the perceived attractiveness with image building, promotion and territorial marketing, might reveal as a Sisifo's effort, to the extent that national obstacles depressing investments are not removed. In this perspective, national policy could be more effective in attracting foreign investors. Furthermore, our evidence on asymmetric effects of national policies also raises the question of whether it is appropriate within a country with significant regional imbalances like Italy to have an homogenous corporate tax rate. -11.210 -9.882 -9.366 -9.433 -9.847 -9.371 -9.583 -9.348 [0.000] [ Notes: The dependent variable is the number of FDI in each sector/period/region observation. Parameters are estimated with a negative binomial random effect panel method (see appendix 2). All regressions include a full set of 2-digit industry dummies and a dummy for three German regions outliers for infrastructures (not shown). r and s are parameters of the negative binomial conditional distribution. P-values in square brackets. Table 3 which, in order to save space, are not included in the table, but are available from the authors upon request.
Appendix 1. Data and variables
The data on inward FDI used in this work is a sample of 5,354 location choices made by multinational firms over the 1991-1999 period in 52 NUTS 1 regions (Nomenclature of Territorial Units for Statistics) in the 5 largest EU countries: France, Germany, Italy, Spain, and UK. The sample is a subset of the Elios (European Linkages and Ownership Structure) database, a project carried out at the University of Urbino. The Elios database collects information retrieved from Dun & Bradstreet's "Who Owns Whom" and from the Bureau Van Dijk's "Amadeus" directory of firms located in Europe. For each firm the database contains the year of establishment, the ultimate owner, which allowed us to identify foreign-owned multinationals, the primary sector of activity (2-digit SIC code) and the region where firms are registered. Such information is available at various degrees of aggregation in the different countries. To allow for cross-country comparisons we used regional aggregation at NUTS 1 level, available for all countries. The distribution of our sample by countries is remarkably similar to the corresponding distribution of inward FDI over the same period reported by UNCTAD, suggesting that we have a good representation of the various countries.
For the econometric analysis we aggregated our firm-level data by region, sector and time, and we estimated a negative binomial regression model in which the dependent variable is the number of foreign entries in a given NUTS 1 region in a given two-digit SIC manufacturing sector and in three consecutive periods (1991-1993; 1994-1996, 1997-1999 ) for a total of 3,120 observations (52 regions x 20 sectors x 3 periods). Independent variables have been selected according to the existing literature on location choices of multinational firms, in order to provide the more accurate representation of the potential attractiveness of each region. 
Appendix 2: Simulation technique Simulations
Simulations have been run in the following way. First, we predicted the value of the dependent variable for each region of interest (North-West, Lombardy, North-East, Centre, and South) given the actual value of the regressors. As some regressors are industry specific, we computed 20 predicted values, one for each two digit industry. Then we repeated the prediction setting each regressor at its mean value in the EU countries other than Italy. Finally, we computed the average (by sector) of the prediction based on both modified and original regressors and we computed the percentage change due to the change of the regressor. In the case of Italy, we followed the same procedure but the prediction value in the first stage is computed at the average value of the regressors in all Italian regions. (14) in Table 3 , except the dummy for Italian regions
